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INTRODUCTION 


The following report was written by a subcommitte tall memb« 
who spent 2 months in several European countries which have 
receiving economic or military QSSIsSbal or both, from the 1 ( 
States 
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CONDITIONS IN EUROPE IN THE SPRING OF 1951 





Proposed economic aid to European countries for the fiseal year 
1951-52 is directed toward strengthening mutual defense efforts of 
allies in the North Atlantic Treaty Organization, aiding occupied 
Western Germany, Austria, and Trieste in their productive efforts 
which are indirect contributions to the common defense, and bolster- 
ine the economies of Greece and Turkey. 

This observer, an agent of the subcommittee, recently visited in 
five of the NATO countries (France, Italy, the Netherlands, Den- 
mark, and Great Britain), in the two occupied countries of Austria 
and Germany, and in Greece. Nothing in this report is intended to 
apply to any country other than those listed. Economic conditions 
and the status of military preparedness, are so different among 
Kuropean countries that any generalization is certain to be a compila- 
tion of exceptions. Consequently, | have attempted to be specific 
mn confining particular observations to that country in which they 
were observed or obtained. 

Kuropean unification has not yet reached the point where one may 


speak of the “European economy” with impunity. Even if we 
restrict the term to those countries of free Western Europe it is a 
relatively meaningless generalization. In the opinion of this writer 


it will assume little meaning in the foreseeable future 

The United States is particularly interested in at least three observa- 
tions regarding the various nations of Europe: (1) What effects have 
our various aid programs had on economie rehabilitation? (2) What 
further aid is planned and/or necessary? and (3) Are the recipients of 
this aid making a sincere effort to shoulder their share of the rearma- 
ment burden? 

The first of these questions is unanswerable in exact terms. The 
rising indexes of productivity and level of living are measures of 
recovery, but we have no way of determining what these indexes would 
have been without our foreign-aid programs. Suffice it to say that 
the aid has contributed substantially to the present improved condi 
tions. Ina huge Government program of this kind, which is planned 
initiated, and projected in such a short period of time, there are areas 
of waste and inefficiency—at least in early stages. Whether certain 
uneconomical and inequitable practices should be allowed to continue 
over an extended period of time should be cause for more serious 
reflection 

The answer to question No. 2 is available in part; the “planned” 
part, not the “necessary” part Figures on amounts ol projected 
European economic aid take up more space than would be fitting in 
this report. Whether the planned aid is sufficient to accomplish thi 
aims of the plan depends to a considerable extent on clarification of 
our objective. If we are to admit that the $11,287,719,000 total to 

ate for European programs under ECA has not fulfilled the intent 
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of the act, then how much will be necessary and how long will it take? 
In recent weeks, various officials have mentioned “long range’’ 
programs of aid caused by changed conditions abroad. It is generally 
conceded that the objectives of the European aid programs would 
have been reasonably attained, or even exceeded, except in isolated 
instances by the end of the coming fiscal vear. The changed condi- 
tions—disruption of normal trade channels, rearmament, the threat 
of war, inflation, and so forth—complicate the determination of 
“necessary” aid. 

The original intent—‘‘the establishment of sound economic condi- 
tions, stable international economic relationships, and the achieve- 
ment by the countries of Europe of a healthy economy independent 
of extraordinary outside assistance’’—has not been accomplished for 
the whole of Europe outside the Communist sphere. There is some 
reasonable doubt as to whether it ever could be attained in every 
country under the program. Certainly it will not be attained within 
the period originally set forth in the act since the switch in emphasis 
from economic development to military development. 

This conclusion brings up the third large area of inquiry; the ques- 
tion of whether or not the European countries are making a& sincere 
rearmament effort. In answering this there must be a distinction 
made between planned rearmament and results to date. In some 
cases the plans, in respect to both arms and manpower, are grandiose 
but the results are negligible. Much of this situation is due to un- 
stable governments and their corresponding budgetary difficulties. 

There are easily understandable difficulties in attempting to in- 
crease military production of Germany and Austria as long as they 
are occupied by the Four Powers.  Italy’s manpower contribution is 
limited by her treatv. Not quite so understandable, however, is 
the seeming reluctance of NATO countries to fulfill their obligations 
under the treaty. There are nume rous gaps in this fulfillment, but 
here the problem must be attacked country by country. 

France has achieved a remarkable recovery since World War IT. 
Industrial production attained a new peak early in 1951, estimated 
to be 40 percent above the 1938 average. The French arms industry, 
however, does not fit into this pattern. ICA industry officials state 
that French heavy industry could increase production 25 percent with 
no change and 25 to 30 percent more by utilizing changed methods, 
lay-out, ete., with little or no expense for additional capital equipment. 
French industrialists are ready, and willing, to undertake this increased 
output but they do not have orders to proceed on arms production. 
There are numerous obstacles to be overcome before an all-out arms 
effort can proceed. The French Government, notoriously unstable, 
feels that it has strained every available source of taxes. It cannot, 
admittedly, float any significant issue of bonds, either because of lack 
of investment capital among the French or because of lack of faith 
in the Government’s ability to repay. 

Among the French that this writer talked with there was little 
enthusiasm for rearmament. President Auriol’s statement that France 
would have 20 divisions in the field by 1953 brought forth varied 
reactions. Inevitably, however, this question was asked: ‘What will 
we do with this army whe n (or if) it is raised, and how long are we 
expected to support it? 
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The French have a larger fighting force under arms at present than 
is generally realized. ‘Their protracted war in Indochina has been 
costly in terms of men but it has not been the type of action wherein 
a large production of heavy weapons arose. Their planes, for example, 
have been supplied to a great extent from the United States. 

The French Government has no allocation system for scarce mate- 
rials although the various industrial associations have their own 
method of parceling out requirements. The prices of industrial raw 
materials have soared and it is doubtful that this voluntary industrial 
allecation will be effective. 

There is little hope that any controls will be applied under the new 
government determined by the elections of June 17. Even then there 
is no assurance that scarce materials will be used for essential pur- 
poses. The need for developing a procedure whereby the French may 
allocate materials and assign priorities is most apparent. 

Productivity in French industry is better than in several other 
Marshall-plan countries but it still requires four times as many man- 
hours to produce a Renault automobile as it does for a Chevrolet, 


and the products themselves are hardly comparable. Progress in 
establishing the concept of productivity has been slow in both manage- 
ment and labor. Technical assistance programs have made a very 


few dents in this opposition. Much of our effort in France has been 
contradictory and there are wide areas which evidence a lack of 
cooperation on the part of the French Government. For example, 
the agricultural productivity program is hampered by a 21-percent 
tax on commercial fertilizer—making it the highest-cost fertilizer in 
Kurope except for Italy. 

On the one hand we have been working toward the abolition of 
trade barriers between European countries and on the other we have 
been fostering, or rebuilding, uneconomic industries which cannot 
survive unhampered international competition. 

Italian industry is not operating anywhere near full defense pro- 
duction capacity. As in France, the industrialists are willing to 
proceed but no orders are at hand. Many projects, some dating back 
as far as March 1950, have been received, processed, and approved. 
Due to inaction, delay, overlapping responsibilities, etc., not one pound 
of materials had arrived in Italy for the projects as of May 15, 1951. 
A very minor percentage of aid for military production requested by 
Italy had been approved but none of it had been shippe “dd. 

The Italian treaty, of course, limits the size of Italvy’s armed forces. 
The rather precarious political situation there renders the effectiveness 
of such armed forces rather doubtful. Recent elections do little to 
encourage the belief that communism is on the wane in Italy despite 
some recent spectacular defections from the party. 

Unemployment has not been overcome in Italy and underemploy- 
ment is probably an even more serious problem. This overpopulated 
country, lacking in natural resources and lacking extensive develop- 
ment of existing resources, is in poor condition to begin, or maintain, 
an extensive rearmament program. As of March 31, 1951, ECA had 
approved 32 industrial projects in Italy: 23 of these projects were in 
the fields of iron and steel, automotive, and power, and accounted for 
over 82 percent of the total cost of all approved industrial projects. 

Public investments from the lira fund (counterpart) in Italy have 
gained ECA “approval” in amounts nearly twice as great as Govern- 
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ment assistance to the private economy. Nearly five times as great 
an amount of releases authorized have been for public investments as 
for assistance to the private economy. Only one-sixth of the cumula- 
tive amount authorized for technical assistance had been expended. 
As of March 31, , 91, over 40 percent of total authorizations for tech- 
nical assistance*in Italy had been for basic surveys in manpower 
utilization, but, as of that late date in the existence of this te mporary 
agency, none of this fund had been expended. 

In Greece, in spite of the dire poverty of the country, a somewhat 
more heartening situation exists insofar as mutual defense ts concerned. 
Greece was plagued by war long after hostilities ceased in other aid 
countries. It has a meager industrial capacity, shortages in food, 
wide areas of destruction where families cannot as yet move back on 
the land, and has experienced sweeping inflation. Yet, the Greeks 
stand ready to fight. Their standing army is battle-hardened and 
trained. United States mulitars representatives in Greece are loud 
in their praise of this seasoned fighting force. It is, perhaps, too 
large for Greece to support, and much of its arms and equipment 
must come from abroad, but thus far it is the only force in Europe 
that has been tested against communism and won. This should not 
be construed as meaning that the Greek Government ts a stable one. 
We have not received full cooperation in Greece larg rely because of 
the inadequacies of the Government. Seven changes of government 
in 1950 give some clue to the amount of instability. This Govern- 
ment seems even more changeable than those of Italy and France, 
but its instability is not nearly as dangerous to the mutual security 
and the ( ‘communist vote 1s necligible. 

In regard to Austria and Western Germany the contribution to 
mutual defense rests on a higher policy level. Both are occupied by 
the Four Power armies and, for political reasons, any direct contribu- 
tion to the defense program is fraught with danger. The danger is in 
evoking Soviet retaliatory measures rather than the internal Com- 
munist menace which exists in France and Italy. 

The Austrian Government has had the su pport of the people In its 
determination to resist various intimidating tactics and possesses more 
prestige and confidence than some unoccupied countries. However, 

vernmental cooperation with ECA has not been all that might be 
expected. Counterpart fund accounts have not been kept up in 
accord with the agreement. The flight of free dollars persists, largely 
through the tie-in of Austrian banks with Swiss banks. 

Industrial production in Austria is a third higher than prewar and 
in such fields as the chemical industry and the electrical-engineering 
industry is over twice as high. ECA officials in Austria admit that 
the Austrian steel industry is uneconomic under modern conditions. 
The ore deposits are mostly small and coking coal must be imported. 
Nevertheless, the United States has approved large expenditures for 
plants and machinery for this commodity. If the Schuman plan 
ever achieves full support of signatory countries under normal peace- 
time conditions it is doubtful that the Austrian steel industry can sur- 
vive competition, 

Costs of living in Austria are claimed to be the lowest in Europe. 
\fuch in the way of reconstruction remains to be done. ‘The Austrians 
have absorbed a disproportionate share of displaced persons. Yet 
there are distinetly helpful aspects of the Austrian economy in regard 
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to mutual defense. Her most immediate and distinct contribution 
would be to forego any further dollar aid. Her ability to do this 
would be almost certain if the occupying Western Powers were to 
pay their own costs of occupation. 

In Austria and Germany the ECA has been able to exert a stronger 
influence than in unoccupied countries. 

Results in Germany have bordered on the spectacular. Employ- 
ment in Western Germany is at the mghest figure in history. Its 
productive potential is the greatest in Europe. Its natural resources 
form the most economic combination for industrial production, 1. e., 
arms production. Yet, in an attempt to pacify doubtful allies, this 
productive capacity is not being utilized directly. 

The question of whether or not we should utilize German manpower 
in armed forces is outside the seope of this study. The productive 
power of German industry is another matter. As imternational 
tensions dictate, this power cannot be utilized in manufacture of 
tanks, planes, and guns. However, in indirect production of com- 
plementary items we should not underestimate Germany’s ability to 
participate 

As with Austria, the expense of supporting occupying forces expands 
the German apparent need for aid out of proportion to the actual need. 
Western Germany would probably not need any aid whatsoever were 
it not for this additional expense. Our occupying ferces, including 
ECA, would also probably spend less if their expenses were budgeted 
through normal channels. 

We have built a tremendous sprawling organization in Western 
Germany. The necessity for all of this establishment needs almost as 
much investigation as the OSR contingent in Paris 

Berlin presents a somewhat different picture. Here we are com- 
mitted to supporting an island, similar to our portion of Vienna, deep 
inside Soviet-occupied territory, with the concomitant higher ex- 
pehses of administration and supply. However, as a face-saving 
principle, it is too late to retire from this arena now. At least we had 
the foresight, or luck, to establish our main headquarters in Western 
Germany and avoided having the ECA faction in the Berlin island 


Many ECA people in Vienna expressed a preference for a location in 
the American zone of Austria rather than in Vienna. Again, it is too 
late to m H rr, the bulk of the aid to Berlin has been su 
ate to move owever, the bulk of the aid to Berlin has been sup 
plied DD the Federal Republic of Germany for the past < Vvears 

There is an interesting question as to the authority of ECA or the 
United States High Commissioner for Germany to plan for aid pro 


grams extending as long as 3 or 4 vears into the future. 

German industry is likely to continue experiencing hardship im 
securing scarce raw materials while the ban on armaments production 
continues Also, it uppears that German exports Cannot he increased 
readily to the extent that current imports of food can continue, espe- 
cially from the EPU countries. If east-west trade is to be further 
restricted, Provision fOr feeding Germany 's miners and industrial 
workers will have to be made since the traditional souree of most 
food has been to the east. 

The status of the Netherlands’ contribution to mutual defense is 
rather muddled. Industrial capacity in several specialized lines is 
adequate in quantity and excellent in quality. In other military fields 
it is lacking or nonexistent. There has been little or no practical 
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success in developing an intra-European swap-out arrangement on 
arms production that would redound to the benefit of all. Western 
European countries in their “defense efforts” resemble a sewing circle 
wherein each member plans to knit a varicolored garment but brought 
only one color of yarn and is afraid to exchange any. The productive 
capacity is there but the mutual trust and cooperative spirit is very 
sadly missing. In our free-wheeling promises of aid we have not 
helped this situation. Now, rather than make up defense item deficits 
with their neighbors on a mutual basis, some countries are more than 
willing to have military end items supplied by the United States. 

As of April 1951 there had been no request for specific aid from the 
Dutch for 1951 nor any searching appraisal of the program by the 
Hague ECA mission. There was some expression of concern by 
MAAG officials over delays in delivery of goods approved for military 
production. 

The Danish Army, simils ar to the Army of the Netherlands, is neces- 
sarily small. Its productive capacity of military end items has similar 
shortcomi! 1gs. The portion of national income budgeted { for defense 
is minute by present-day standards and several facets of the armed- 
forces penerens are archaic, i. e., length of training period, officer 
trainim etc. 

Deliveries of approved materials for defense production have been 
slow from the United States, although Denmark has fared better in 
this respect than some other European countries. Final delivery of 
planes promised the Danish Air Force has been delayed due to changes 
in type of planes to be sent. The progress of Danish pilots training 
in the United States is reported as being eminently satisfactory. 

It was — rstood that the aid program for Britain was to termi- 
nate, since the British had signified their willingness to go it alone. 
This, however, 1s not the case according to ECA offie “ig als. The As say 
that the objective is changed for the coming year to emphasize “pro- 
ductiv itv.” It is proposed that millions be spent on technical assist- 
ance teams and projects. In this connection there has been a con- 
fident ‘al memorandum submitted to the committee. 

The British Government’s plans for rearmament seem to be about 
all that the nation can possibly bear. The British people are bearing 
a tremendous burden of taxes and a sizable portion of their national 
budget is directed toward militarization. The British were among 
the first to submit detailed plans and need specifications to NATO. 
There can be little doubt as to the willingness of the British to forego 
luxury in — r to repair their economy and set up their defenses. 

In regard to NATO, there seems to be a very vague understanding 
on the Continent as to what its powers are, as to what its duties are 
to be, and as to what orders it can enforce against the armed forces of 
participating countries. This Organization has not been fully ex- 
plained to the European people—or to anyone else, apparently. 
“On paper it looks good, but where are the soldiers?” 

The ECA relationship with NATO is just as vague, and thus far 
just as ineffective. ECA, through its special representative in 
Europe, has a member on a 12-nation board, the Financial and 
Economic Board (FEB) which reports to the Council Deputies of 
NATO. The FEB was established to consider and make recommenda- 
tions on all financial and economic problems relating to mobilizations 
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efforts of the nations signatory to the North Atlantic Treaty. The 
FEB was to insure an equitable distribution of the over-all defense 
burden and to establish finaucial tec hniques for stimulating military 
production in the North Atlantic area. Through this Board, the 
FEB, OSR represents ECA in NATO. The results are not apparent. 

ECA has not been as successful as could be hoped for in persuading 
European governments to institute fiscal reforms necessary to financing 
recovery and defense. The French tax code has not been revised since 
Napoleon. The pyramiding amendments have not developed into a 
well-rounded tax structure. It is too early to evaluate the Italian 
changes in the tax system instituted in 1950. In such countries, 
where tax evasion is the national sport and distrust of government ts 
deeply rooted, the likelihood of immediate success in fiscal reform 1s 
remote. 

In view of the foregoing, any general conclusions are difficult to 
make. Overseas commitments have a way of growing rather than 
diminishing. When one objective is attained it is difficult for a cadre 
of officials to be content to pae ‘k up and go home. It is much easier 
to point out other deficiencies in our ne ighbors’ economies and to con- 
vince them that they need our aid to set them right. In this regard, 
some measure of comparative effort and contribution should be estab- 
lished by C ongress, and adhered to by those in charge of the program. 
One recommendation would appear to be uncontestable: economic aid 
should not be continued to countries which have signified their will- 
ingness to forego such aid. Other countries which are achieving a level 
of production considerably above prewar should be notified that ECA 
aid is to be discontinued on schedule, and that the internal problems of 
distribution of this production are their own concern. 

Although, as a practical matter, it is impossible to separate neatly 
the economic and military aid programs, this subcommittee has no 
investigative authority over the military aspects of foreign aid. The 
two programs should be regarded as one field of expenditure and super- 


vised accordingly. 
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